STANGO PETROA.BM | NC
| BLA 96-513 Deci ded March 4, 1998

Appeal froma decision of the Glorado Sate fice, Bureau of Land
Managenent, disallowng termnation of a period of liability under bond.
aoC 078131.

Affirned in part, set aside and renanded in part.
1. QI and Gas Leases: Bonds

Uhder 43 CF.R 8§ 3104.8, the authorized of ficer has
authority not to consent to termnation of liability of
any bond until all the terns and conditions of the

| ease have been net.

2. Al and Gas Leases: Termination--Q1 and Gas Leases:
Wl | Capabl e of Production

An oil and gas lease which is inits extended term by
reason of production termnates by operation of |aw
when it is determined that the | ease no | onger has a
wel | capabl e of production in paying quantities and no
approved reworking or drilling operations are commenced
wthin 60 days of cessation of production.

APPEARANCES Dallen Juelfs, President, Sanco Petroleum Inc., K nball,
Nebraska, for Appellant.

(PN ON BY ADM N STRATI VE JUDEE THRRY

Sanco Petroleum Inc., has appeal ed froma July 18, 1996, Decision of
the Glorado Sate dfice, Bureau of Land Managenent (BLM, whi ch ext ended
the lease termof oil and gas | ease GOG (8131, terminated the | ease, and
disallowed the termnation of liability under bond, BL(MNo. Q3 0941. The
lease is on lands described as sec. 31, €4 T. 12 N, R 58 W, Sxth
Principal Meridian, Véld Gounty, olorado. A well, the Governnent Brunel
#1, is in the SWgE4of the | ease.

S anco obtained this | ease by assignnent approved March 1, 1990. The
bond, BLM Q3 0941, in the anount of $10,000, was executed on July 5, 1990,
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by San Juelfs, then Appellant's president, as principal, and US HFdelity
and Quaranty Gonpany as surety. |t covered "[o] perations conducted by or
on behal f of the principal or on the | easehol d of the principal on the
single lease." (QO0G078131.)

Inits Decision, BLMrecited that | ease G3G 078131 had been i ssued
effective July 1, 1962, for a prinmary termof 10 years or so | ong
thereafter as oil or gas was produced in paying quantities. The | ease was
deened in a produci ng status as of Novenber 29, 1962. A suspension of
production was granted effective May 31, 1986, and lifted on May 31, 1991.

Producti on havi ng ceased, the | ease was deened to have termnated on
Septenber 11, 1994. 1/ The BLMs Decision noted further that |ease
suspension, granted for production only, did not affect the requirenent to
pay rental, royalty, or mninumroyalty and that according to Mneral s
Managenent Service (M) records, royalties in the amount of $960 were
ow ng for the years 1988 through 1994. The BLMs Deci si on advi sed S anco
that MVE woul d pursue col | ection of royalties, including interest and
penal ti es.

The BLMthen rul ed:

The bond, unnunbered (BLMNo. GQ3941), wll not be rel eased
until all operations have been approved for final abandonnent by
the authorized field officer, which includes concurrence fromthe
Forest Service as the lands are | ocated wthin the Pawnee
National Gasslands, and all noni es due have been paid to the
MVE.

Inits Satenent of Reasons for appeal, Stanco asserts that "this well
[apparent|ly the Governnent Brunel #1] was pl ugged and abandoned 9 years
ago” and that "[a]ll files have been disposed of." Stanco states that it
acquired the | ease solely for the purpose of sal vagi ng the equi pnent,
plugging the well, and restoring the well site. Sanco asserts that the
wel I was "pl ugged and abandoned i n accordance with all the rules we are
avare of." Stanco states that it had no intention of "hol ding the acreage
or producing the well" and that its sal vage and pl uggi hg operations shoul d
have nade this obvious. Sanco asserts that after posting bond, MV& shoul d
have notified Sanco, as the new operator, of any obligations, including
mni numroyal ties.

[1] The authority of BLMto naintain liability under an oil and gas
| ease bond is found at 43 CF. R § 3104.8, which provides: "The authorized
of ficer shall not give consent to termnation of the period of liability of
any bond unl ess an accept abl e repl acenent bond has been filed or until all
the terns and conditions of the | ease have been net."

Y Inits July 18, 1996, Decision, BLMerroneously listed the | ease
termnation date as My 31, 1996. O July 23, 1996, BLMi ssued a

nodi fication noting that the correct termnation date was Sept. 11, 1994.
V¢ determine herein that the correct termnation date was May 31, 1991.
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In Mrathon Q| ., 102 I BLA 285, 289 (1988), we quoted from Pardee
PetroleumGorp., 98 IBLA 20, 22 (1987), to denonstrate the conditions under
which this authority nmay be i npl enent ed:

Bonds are required by BLMto insure full conpliance wth all
the terns and conditions of the Federal |ease. Forest Gay, 88
| BLA 64 (1985); . RK Teichgraeber, 96 | BLA 249 (1987); QR
Wyrich, Jr., 49 IBLA 347 (1980) (an oil and gas | ease bond nay
not have its period of liability termnated until all the terns
and conditions of the | ease have been sati sfied).

Sanco is the | essee and operator of the |ease. As operator, Sanco
is the individual of record who i s "responsi bl e under the terns and
conditions of the |ease for the operations conducted on the | eased | ands or
a portion thereof." 43 CF. R § 3100.0-5(a). Veéll abandonnent and
pl uggi ng are conditions of the | ease which nust be carried out wth BLMs
approval. The required royalty paynents are al so conditions of the | ease
whi ch nust be net before bond rel ease can be approved. See 43 CE. R §
3104.8. Thus, BLMis fully within its authority to w thhol d bond rel ease
until all conditions of the | ease have been net, including the paynent of
required royal ty paynents.

As noted earlier, BLM in its anended Decision, termnated the | ease
as of Septenber 11, 1994. The original BLMDecision held the | ease
termnated on May 31, 1996. In neither case did BLMdocunent its rational e
for establishing either of these termnation dates. The BLMhad initially
approved suspensi on of production on the | ease effective May 19, 1986, when
the | ease was hel d by Appel |l ant' s predecessor-in-interest. O April 3,
1990, BLMconfirned by letter its continued approved suspension of
production requirenents for the lease until My 31, 1991. This suspensi on,
while in effect, had the result of preventing the | ease fromtermnating
for failure to produce oil or gas in paying quantities. 30 US C § 226(i)
(1994); see 43 CF.R § 3103.4-2(b); 43 CF.R § 3107.2-3. Mninumroyalty
paynents are suspended during a period of suspension of all operations and
production. 43 CF.R 8 3103.4-4(d). The BLMtakes the position that
since production only was suspended in this case, the | essee had benefi ci al
use of the | easehold and mninumroyal ty obligations accrued. See
Solicitor's Qpinion, 92 Interior Dec. 293, 299 (1985).

The assignee of a Federal oil and gas | ease, upon approval of an
assignnent to him becones the | essee of the Gvernnent and i s responsi bl e
for conpliance wth the | ease terns which include the obligation to pay
rentals and royalties until termnation. The |essee is obliged to acquai nt
hinself wth the terns of the | ease and regul ations affecting the | ease.
Ralph G Abbott, 115 IBLA 343, 346 (1990), and cases there cited. Thus,
BLMhas no duty to informa |l essee of its obligations under a | ease.

[2] The facts of this case support a termnation of the | ease on My
31, 1991, however, rather than Septenber 11, 1994. The suspensi on of
production was lifted on My 31, 1991. A that tine, based on the record
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before us, the well on the | ease, the Governnent Brunel #1, was not capabl e
of production (the well having been abandoned) and all operations had | ong
ceased. As a general rule, an oil and gas lease which is inits extended
termby reason of production termnates by operation of lawwhen it is
determned that the | ease no longer has a wel|l capable of production in
payi ng quantities, and no approved reworking or drilling operations are
commenced w thin 60 days of cessation of production. 30 US C § 226(i)
(1994); see Daynond G dlliland, 108 | BLA 144 (1989), and cases there
cited.

Therefore, pursuant to the authority del egated to the Board of Land
appeal s by the Secretary of the Interior, 43 CF. R § 4.1, the Decision
appeal ed fromis affirnmed wth respect to the obligation to pay nini num
royalty paynents from1988 until termnation on My 31, 1991, and set aside
wth regard to any further royalty paynents. The matter is renanded to BLM
for a proper determination of mninumroyalty paynents for the period
approved herein. Appellant's bond requirenent on the | ease shall continue
until reconputed mninumroyalty paynents, as determined by BLM are
liquidated and other terns and conditions of the | ease have been sati sfi ed.

Janes P. Terry
Admini strative Judge

| concur:

C Randall Gant, Jr.
Admini strative Judge
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